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The  topic  for  our  panel  this  morning  is  "the  impetus  for 
managed  care."    I  do  appreciate  your  willingness  to  devote  so 
much  time  to  consideration  of  various  strategies  to  promote 
managed  care  in  America. 

Medicare  is  playing  a  significant  role  in  this  process, 
through  what  we  call  cur  Private  Health  Plan  Option,  or  PHPO. 

In  brief,  the  PHPO  gives  Medicare  beneficiaries  the  right  to 
choose  to  enroll  in  certain  selected  Health  Maintenance 
Organizations  or  Competitive  Health  Plans  as  an  alternative  to 
traditional  fee-for-service  Medicare. 

In  providing  this  option,  we  are  giving  our  elderly  the  same 
choice  enjoyed  by  millions  of  other  Americans. .  .and  the  same 
opportunity  to  be  part  of  the  growing  managed-care  sector. 

There  are  many  practical  advantages  to  providing  this 
choice.    Before  I  outline  them,  however,  I  would  like  to  give 
you  a  more  philosophical  reason:    one  that  built  on  the  very 
bedrock  of  our  Federal  system  of  government. 
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To  best  explain  the  PHPO,  let  me  begin  by  quoting  not  a 
medical  economist,  or  a  budget  analyst,  but  one  of  our  Founding 
Fathers,  James  Madison. 

In  the  62nd  Federalist  Paper,    Madison  wrote: 

It  will  be  of  little  avail  to  the  people  that  the  laws  are 
made  by  men  of  their  own  choice  if  the  laws  are  so 
voluminous  that  they  cannot  be  read,  or  so  incoherent  that 
they  cannot  be  understood;  if  they  be  repealed  or  revised 
before  they  are  promulgated,  or  undergo  such  incessant 
changes  that  no  man,  who  knows  what  the  law  is  today,  can 
guess  what  it  will  be  tomorrow. 

Mr.  Madison  must  have  had  premonitions  of  the  Medicare 
program  when  he  wrote  that. 

Medicare  today  is  so  tightly  inicromanaged  by  the  Congress, 
so  centralized  in  Washington,  that  is  difficult  for  anyone  to 
understand,  let  alone  direct  effectively  for  the  citizens  it  is 
supposed  to  serve. 

Perhaps  you  will  remember  the  moment  during  this  year's 
State  of  the  Union  Address,  President  Reagan  dramatically 
displayed  Congress's  most  recent  handiwork,  including  the 
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massive  budget  resolution  known  as  OBRA  '87. 

This  new  law  contains  literally  thousands  of  lines  of  fine 
print  affecting  the  Medicare  program.    A  draft  implementation 
plan  for  OBRA  '87  prepared  by  the  staff  of  HCFA  is  45  pages  of 
fine  print. 

Another  HCFA  document,  on  the  status  of  reports  due  to 
Congress,  contains  another  24  pages.    This  report  details  the 
countless  documents  that  Congress  requires  us  to  prepare  to 
assist  their  analysis  of  the  Medicare  program. 

How  anyone  can  read  them,  let  alone  digest  them  and  use  them 
to  formulate  a  coherent  public  policy,  is  another  question 
entirely. 

PPS 

This  is  not  to  say,  however,  that  we  have  not  made  progress 
in  recent  years  in  reforming  the  traditional  Medicare  program. 

A  major  change,  of  course,  took  place  in  1983,  with  the 
passage  of  the  hospital  prospective  payment  system. 

PPS  has  given  hospitals  iirportant  incentives  to  deliver 
health  services  efficiently.    Yet  it  does  have  its  limitations. 

PPS  is  a  centrally  administered  national  price  payment 
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system,  not  price  competition.    The  only  "competition"  among 
hospitals  is  non-price  —  in  a  continuing  effort  to  maintain  or 
increase  patient  volume. 

During  the  first  two  years  of  PPS,  hospitals  generally  did 
quite  well  financially.    In  response,  we  choose  to  give 
hospitals  smaller  updates,  so  that  by  the  third  year  of  PPS, 
margins  were  reduced  a  bit. 

During  these  same  three  years,  however,  costs  per  case  also 
increased  an  average  of  10  percent  annually.    As  a  result  of 
rate  restraint  AND  cost  increases,  profit  margins  are  now  much 
lower. 

Just  last  week,  I  testified  before  the  House  Aging  Committee 
that  we  are  HCFA  are  convinced  that  continued  restraint  in  the 
growth  of  Medicare  payments  is  necessary.    There  is  simply  no 
evidence  that  declining  profit  margins  jeopardize  quality  care. 

Yet  we  do  face  a  major  question:     to  what  extent  can  we 
expect  hospitals  to  control  their  costs  further?  More 
particularly,  we  have  to  ask  ourselves  to  what  degree  can 
hospitals  truly  control  the  physician  decisions  that  drive 
health  spending. 
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PPO 

There  is  clearly  a  need  to  shift  the  focus  from  hospital  to 
physician  payment  reform.    This  need  is  also  evidenced  by  the 
skyrocketing  growth  in  Part  B  expenditures. 

This  January,  the  Part  B  premium  rose  38.5  percent.    Part  B 
spending  is  literally  out  of  control.    And  it  is  being  driven 
for  the  most  part  by  the  burgeoning  utilization  of  Part  B 
services. 

We  know  that  much  of  the  increase  in  utilization  is  good  and 
to  be  applauded  -—  it  is  doctors  doing  good  for  their  patients. 
But  we  also  know  that  seme  of  this  increase  is  unnecessary. 

We  need  seriously  to  examine  practice  patterns  and  to  reach 
consensus  about  appropriate  patterns.    In  short,  we  need  to  look 
for  value  in  making  decisions  between  competing  medical 
technologies  and  procedures. 

The  best  cost-control  mechanism  for  physician  services  is  a 
competitive  system,  one  that  puts  patients  through  their  own 
choosing  under  the  care  of  physicians  who  utilize  services 
appropriately . 

The  current  Medicare  Participating  Physician  Program  is  the 
first  step  toward  such  a  mechanism. 
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President  Reagan's  budget  proposal  this  year  also  calls  for 
demonstration  projects  to  establish  preferred  provider  program 
under  Medicare. 

We  propose  to  select  a  sub-set  of  doctors  —  the  careful  and 
appropriate  practitioners  of  quality  medicine  —  and  then  steer 
a  volume  of  patients  to  them  using  economic  incentives,  such  as 
lower  beneficiary  copayments. 

The  doctors  in  the  PPO  would  undergo  more  intensive 
utilization  review,  to  ensure  that  they  continue  to  adhere  to 
established  norms. 

Both  volume  and  price  limits  are  necessary  if  total  costs 
are  to  be  reduced.    Under  the  Participating  Physician  Program, 
there  are  relatively  modest  utilization  controls.    A  preferred 
provider  network  would  add  more  of  them. 

PHPO 

So  then,  as  I  have  said,  we  have  made  much  progress.    And  we 
continue  to  advance  new  proposals  to  promote  competition  and 
choice  in  Medicare.    Yet  we  have  learned  as  much  from  our 
failures  as  our  successes  with  the  traditional  Medicare  program. 


This  is  why  I  say  that,  in  the  long  term,  The  Private  Health 
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Plan  Option  is  a  better  way  to  deal  with  the  problems  we  face. 

And  it  is  in  this  arena,  as  I  said,  that  the  news  is  bright . 

It  has  been  just  five  short  years  since  the  passage  of  the 
law  giving  us  the  authority  to  enter  into  risk  contracts  with 
carefully  selected   Health  Maintenance  Organizations  or 
Competitive  Health  Plans.    And  what  a  positive  five  years  it  has 
been! 

About  one  million  beneficiaries  have  enrolled  in  one  of  158 
plans  in  34  states.    Most  importantly,    Medicare  risk  contracts 
are  now  available  as  a  choice  for  more  than  one-half  of  all 
beneficiaries . 

Those  are  the  numbers.    Now  let's  look  at  the  advantages. 

To  begin  with,  the  Private  Health  Plan  Option  offers 
beneficiaries  the  opportunity  to  find  a  HMO  or  CMP  that  suits 
their  needs.    Some  even  offer  benefits  greater  than  those 
provided  under  Medicare.    For  instance,  115  managed  care  plans 
provide  prescription  drugs. 

Deductibles  and  copayments  are  often  smaller,  or  in  some 
cases  nonexistent.    And  joining  a  private  plan  reduces  paperwork 
for  older  Americans,  since  the  claims  are  handled  by  the  private 
plan. 
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The  PHPO  also  offers  doctors  and  hospitals  a  more  direct 
role  in  deciding  how  to  bill  for  services,  how  to  assure 
quality,  and  how  to  control  utilization. 

We  are  engaged  in  a  "market  test"  of  the  Private  Health  Plan 
Option  in  Medicare. 

It  is  up  to  us  at  the  Department  of  Health  and  Human 
Services  to  prove  whether  we  can  operate  the  program  in  a  fair 
and  beneficial  manner:    fair  to  the  plans  with  whom  we  do 
business,  so  that  these  plans  can  grow. .  .and  beneficial  to  the 
consumers  served,  so  that  they  sell  the  concept  to  others. 

The  PHPO  operates  under  real  market  conditions.    To  that 
end,  last  fall,  we  increased  by  13.5  percent  the  Adjusted 
Average  Per  Capita  Cost  used  to  compute  the  payments  to  HMOs  and 
CMPs  for  calendar  year  1988. 

There  are  perceived  flaws  in  the  AAPCC,  however.    We  are 
therefore  planning  to  ask  all  the  TEFRA  risk  plans  if  they  would 
be  interested  in  a  demonstration  project  to  test  an  improved 
payment  model. 

The  refined  model  is  known  as  the  Diagnostic  Cost  Group,  or 
DOG  approach.    The  current  AAPCC  uses  only  demographic 
information  is  setting  payment  rates.    We  would  like  to  consider 


adding  diagnostic  information  as  well,  information  from  the 
previous  year's  hospitalizations  among  a  HMD's  current 
enrollees. 

The  revised  payment  system  would   would  add  into  the 
calculations  information  on  prior  hospitalizations  characterized 
by  diagnosis.    Payment  rates  would  depend  on  where  the  diagnosis 
fell  within  ten  pre-defined  risk  categories  known  to  be  reliable 
predictors  of  future  health  care  costs. 

We  at  HCFA  are  also  eager  to  expand  the  private  plan  option 
to  employment-based  groups  which  fund  retiree  health  benefits. 

The  testing  of  this  concept  with  self-insured  employers, 
Taft-Hartley  trusts  and  unions,  known  as  Medicare  Insured 
Groups,  is,  in  our  opinion,  a  cxsnmitment  to  the  future  of 
managed  care. 

HCFA  has  already  signed  a  tentative  MIG  agreement  with  the 
Amalgamated  Life  Insurance  Company,  which  administers  health 
insurance  benefits  for  half  a  million  workers  and  their 
families. 

From  our  perspective,  one  advantage  to  MIG  demonstrations  is 
that  they  can  provide  us  with  a  more  accurate  prediction  of  the 
future  health  care  expenses  of  large  groups.    This  in  turn  would 
help  us  to  set  our  payment  rates  more  appropriately. 
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Secondly,  under  the  MIG  concept,  beneficiaries  can  stay  in 
the  same  plan  that  covered  them  in  their  working  years,  rather 
than  being  forced  to  make  an  artificial  switch  at  retirement. 

Through  the  unified  adininistration  of  basic  Medicare 
coverage  and  fund-provided  supplemental  plan  benefits,  the  MIG 
may  achieve  efficiencies  and  thereby  provide  additional  benefits 
to  retirees. 

Quality 

Finally  I  would  like  to  discuss  what  HCFA  is  doing  in 
promote  quality  care  in  the  managed  care  sector. 

First,  it  is  important  to  note  that  quality  review  is 
necessary  to  ensure  the  long-term  future  of  the  Private  Health 
Plan  Option.    As  consumers  become  better  educated  in  the  medical 
marketplace,  they  will  demand  better  plans  and  choices  based  on 
quality,  access  and  benefits,  rather  than  on  prices  alone. 

In  order  to  contract  with  the  Medicare  program,  HMOs  and 
CMPs  must  first  undergo  a  rigorous  eligibility  process  to  review 
their  fiscal  solvency,  health  care  delivery  system,  internal 
quality  assurance  program  and  marketing  practices. 
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Once  a  contract  is  signed,  HCFA  continually  monitors  the 
plans  to  assure  their  compliance  with  eligibility  requirements. 

The  review  focuses  on  several  areas  in  which  specific 
concerns  about  private  plans  have  been  expressed,  such  as  the 
potential  for  under-utilization  of  medical  services  in  a  private 
plan,  the  ease  of  access  to  medical  services  and  the  timeliness 
of  the  services  provided. 

We  recognize  that  problems  exist  in  certain  marketing 
practices  as  well  as  in  enrollment  and  disenrollment 
procedures.    At  our  request,  legislation  has  been  passed  to 
impose  civil  monetary  penalties  and  other  sanctions  either  when 
medically  necessary  services  are  denied  or  when  inappropriate 
marketing  procedures  are  practiced. 

Conclusions 

It  has  been  14  years  since  Congress  passed  the  HMD  Act  to 
provide  financial  and  market  support  for  the  establishment  of 
health-maintenance  organizations  as  an  alternative  to  the 
fee-for-service  system  of  health-care  delivery. 

We  can  all  be  justifiably  proud  of  the  fact  that  the  most 
important  objective  of  the  HMD  act  has  been  achieved.    HMOs  are 
today  a  well-established  part  of  mainstream  American  medicine. 
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Vigorous  competition  on  quality  and  price  will  encourage  the 
development  of  a  broader  array  of  managed  care  systems  designed 
to  meet  the  needs  of  employers,  providers  and  consumers. 

The  Medicare  program  will  play  an  important  part  in  these 
developments,  promoting  choice  for  Medicare  beneficiaries  and 
assuring  quality  care. 

We  feel  strongly  that  government's  role  is  not  to  "push" 
HMOs,  CMPs,  or  any  other  single  form  of  health  care  delivery. 

Government's  role  is  to  expand  the  choices  available  for 
Medicare  beneficiaries  and  health-care  providers. 

Although  the  Private  Health  Plan  Option  is  certainly  a  major 
departure  from  the  policies  of  the  past  in  Medicare  financing, 
we  do  not  think  there  is  anything  radical  about  this  policy.  In 
fact,  it  fits  in  the  mainstream  of  American  values. 

We  must  resist  telling  ourselves  that  the  old  ways  were  the 
best  ways,  and  commit  ourselves  to  the  enterprise  ahead. 

We  believe  that  a  privately  run  system  of  professional 
providers  and  aware  consumers  will  ensure  a  bright  future  for 
health-care  in  America. 
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